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ALGERIA: KEY ECONOMIC INDICATORS 
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SUMMARY 


Algeria's gross domestic product reached $19.6 billion ($1,160 per 
capita) in 1977. Real GDP increased about 8.8% following a growth of 
10.4% in 1976. The resident population was 16.9 million and the rate 
of population growth a very high 3.2%. Unemployment was officially 
estimated at 10% of the non-agricultural labor force but total employ- 
ment was only about half of the U.S. rate. Inflation was high despite 
price controls and subsidies for basic foodstuffs. 


Production of crude oil and natural gas liquids (NGL) was 53.5 million 
metric tons and is projected to increase by half in the next few years. 
Production of liquefied petroleum gas (LPG) is also scheduled for a 
large increase, to over 12 million tons by 1985. New liquefied natural 
gas (LNG) plants are coming on stream and should result in exports of 
about 16 billion cubic meters (1.7 billion scfd) of exports in 1979. 
Gas exports are expected to build up to an eventual level of 78 billion 
cubic meters a year (8.2 billion scfd) by the mid 1980's and to produce 
annual export earnings (1976 prices) of close to $ billion. 


Manufacturing has received heavy investments in recent years but is 
suffering from a lack of skilled manpower and is operating well below 
design capacity. The government, is placing less emphasis on investment 
in new manufacturing facilities and more on increasing efficiency and 
productivity in existing plants. Agriculture has been a neglected sector 
but is expected to receive more attention in the next Plan (1979-82). 
Mining contributes little to GDP but offers significant potential for 

the future. Total investment is expected to remain high, particularly 

in hydrocarbons. 


Exports reached $6 billion in 1977, with the U.S. by far the largest 
customer. Imports were some $6.6 billion, with France still by far the 
largest supplier. The services deficit was close to $2 billion and 

the éurrent account deficit close to $2.5 billion. Net capital imports 
were about $2 billion and are expected to increase in the years ahead. 
Disbursed external debt reached $7.6 billion and the debt service ratio 
about 182. 


The U.S. bought over half of Algeria's crude oil in 1977 and will be a 
major customer for Algerian LNG. The Algerian market is expected to 
grow and will offer important opportunities for suppliers of food, 
capital equipment and transportation equipment, as well as for contract~ 
ing and consulting services and financing. U.S. firms should expect 

to deal only with the government or the national companies in this 
Socialist economy and are encouraged to consult with the Departments of 
State and Commerce and with the Embassy in Algiers and the Consulate 

in Oran about the opportunities as well as the pitfalls of doing business 
in Algeria. 





CURRENT ECONOMIC SITUATION AND TRENDS 


The Algerian Government does not publish estimates of gross national 
product (GNP) or real gross domestic product (GDP). Nominal GDP has 
been estimated at $19.6 billion ($1,160 per capita) for 1977, up 19.0% 
from 1976. One reliable outside source estimates real GDP growth at 
4.0% in 1974, 4.3% in 1975, 10.4% in 1976, and 8.8% in 1977. An average 
real growth rate of just under 9% is expected for the four years 1978- 
1981, although the Development Plan for 1979-1982 has not yet been 
published. 


The February 1977 census established the resident population at 16.9 
million, the birth rate at 4.6%, the death rate at 1.4% and the rate 

of population increase at 3.2%, one of the highest in the world. More 
than half of the population is under the age of eighteen and the labor 
force, even when calculated to include a million part-time farm workers, 
is consequently low - about 21% of the resident population. The govern- 
ment estimates the total resident labor force at 3.6 million, of which 
1.6 million are in agriculture and 200,000 (10% of the non-agricultural 
labor force) are unemployed. Only 20% of the resident population is 
employed full or part time (less than half the U.S. rate), although 
another 400,000 Algerians are employed abroad, mostly in France. 


No estimate of the 1977 money supply is available, but it is believed 
to have grown in line with the growth of nominal GDP and to have 
remained at its 1975 and 1976 level of about 60% of GDP. The urban 
consumer price index (1973 = 100) reached 129.4 in 1976. No estimate 
for 1977 is available, but consumer price inflation was probably in the 
double-digit range, even though several basic foodstuffs are sold at 
controlled and subsidized prices. A privately-produced index of prices 
for goods typically consumed by European expatriates shows an inflation 
rate of about 22% in 1977. 


The budget of the Algerian Government is normally presented in four 
sections: a budget of current expenditures ($4.55 billion in 1978), 

a budget of capital expenditures ($3.58 billion), a budget of invest- 
ments planned by the State corporations ($6.25 billion in 1977) and 

an estimate of current revenue ($8.14 billion in 1978). Current and 
capital expenditures (projected at $8.13 billion in 1978) are normally 
covered by current revenue ($8.14 billion). Investments of the state 
corporations are financed from the corporations’ own earnings, from 
external and internal borrowing, and from government subsidies. 


The main items in the 1978 current budget are transfers to the municipal- 
ities (36.2%), education (23.2%), defense (10.1%), and public health 
(5.7%). The main items in the capital budget are education (23.3%), 
community development and urban modernization (17.1%), housing (8.62), 
economic infrastructure (6.9%), water supplies (6.9%), and agriculture 
(4.8%): The 1978 budget of investments planned by the state corpora- 
tions has not yet been published. In 1977 these corporations budgeted 
$1.22 billion for investments in the hydrocarbon sector, $500 million 





in steel, a similar amount in the mechanical and in the electrical 
industries, $380 million in the construction materials industry, and 
$340 million in the chemical industry. 


Algeria's reserves of oil and gas have recently been reassessed and 
found to be adequate to support a greatly expanded export program for 
the rest of the century. Proved, recoverable reserves are believed to 
be 8 billion barrels of oil, 3.4 billion barrels of natural gas liquids 
(NGL, or condensate), 1.8 billion barrels of liquefied petroleum gas 
(LPG), and about 100 trillion cubic feet of natural gas. These reserves 
and the dramatic increases in world oil prices in 1973 and 1974 have 
made hydrocarbons the backbone of the economy. The share of oil and 
gas in total GDP, only 15% in 1970, has more than doubled and will 
increase further in the years immediately ahead as exports of LPG, 

NGL and liquefied natural gas (LNG) from new facilities begin to grow 
rapidly. 


Production of liquid hydrocarbons (crude oil and NGL) has been close to 
50 million metric tons a year for several years. (Algerian crude is con- 
sidered by different authorities to contain somewhere between 7.661 and 
7.840 barrels per ton.) The official figure for 1977 is 53.5 million 
tons, of which perhaps 4% was NGL. Crude oil production is expected to 
rise slightly until 1979 and to decline steadily thereafter, but NGL 
production is scheduled to rise dramatically to a high of 24 million 

tons per year sometime in the early 1980's, before declining to 6 million 
at the turn of the century. NGL is a premium product priced about 52 
above Algerian crude, which itself commands a high price. Algerian 

crude is a light (API 42 degrees), "sweet" o%1 particularly well suited 
to the U.S. market and geographically well placed close to Europe and 

the U.S. East and Gulf coasts. The Algerian price has varied between 
$14.00 and $14.40 (f.0.b.) since the OPEC agreement in December, 1976 
setting the "marker" price at $12.70. The arrival on world markets of 

a similar crude from the North Sea has somewhat weakened the competitive 
position of Algerian crude but there is little reason to suppose that 
Algeria will not be able to continue to sell its entire export availa- 
bilities at a comfortable premium above the "marker". 


LNG exports are still of minor importance compared to crude oil but are 
expected to increase substantially in 1979, when Algeria should have 
16.0 billion cubic meters of capacity operating for the entire year. 
This should increase still further in subsequent years to reach an even- 
tual annual export capacity (including an’ NG pipeline to Italy) of over 
78 billion cubic meters (2.7 trillion cubic feet) by the mid 1980's. 

At 1976 prices of over $1.30 per million Btu's (about 5¢ per cubic meter), 
this represents some $3.9 billion in eventual potential annual earnings 
from this source. This should be a major factor in Algeria's balance 

of payments in the years ahead, but much will depend on the ability of 
the national hydrocarbon company (Sonatrach) to put treatment, pipeline, 
liquefaction and transportation facilities on line without excessive 
delay and to operate them at capacity. 
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While planning to increase production and exports of NGL and LNG, Sona- 
trach also intends to expand production of LPG (worth 10% to 15% more 
than crude) from half a million tons in 1976 to 12 million by 1985, to 
increase its refining capacity to some 28 million tons per year by 1980, 
and to produce ammonia, ammonium nitrate, nitric‘acid, plastics, ethylene, 
polyethelene, methanol, and phosphate fertilizers. 


The manufacturing sector, largely dedicated to import substitution, has 
been second only to hydrocarbons in the government's development priori- 
ties in recent years. Heavy investments have been made in steel, non- 
ferrous metals, mechanical and electrical engineering, construction 
materials and light industry. Many of these industries are suffering 
from a lack of skilled manpower, but the government is investing large 
sums in education and training and is expected to put special emphasis 
on improving productivity, rather than on building new facilities, in 
the next Plan (1979-82). 


Agriculture has been a neglected sector and agricultural production 

has shown few clear trends in recent years. The U.S. Department of 
Agriculture estimates average annual grain (wheat and barley) produc- 
tion at 1.68 million metric tons in the 1971/75 production years. 
Results were better in 1976 and 1977 (2.46 and 1.96 million), but still 
fell far short of consumption (about 3.38 million, or 200 kilograms per 
person). The trend in production of fruits (other than citrus) and 
vegetables is clearly up, but wine production is now at only about half 
the level of a decade ago and production of other crops is stagnant at 
best. The overall index of agricultural production (1967/70 = 100) 
reached 134 in 1975 but probably fell below that record high in the 
following two years. It is in any case reasonably clear that produc- 
tion is not keeping pace with population growth. This is perhaps best 
demonstrated by the country's growing wheat imports, which averaged 908 
thousand metric tons per year from 1970 to 1973 and 1.4 million from 
1974 to 1976. Agricultural imports cost an average of over $700 million 
per year in the four years from 1973 to 1976. The government is becoming 
more acutely aware of the heavy burden these imports are putting on 

the balance of payments and is said to be planning to put more emphasis 
on agricultural investment in the next Development Plan. 


Algeria's minerals industry (apart from hydrocarbons) remains a problem 
area, but one showing significant potential. Algeria currently is 
exploiting major deposits of iron, mercury, lead, zinc and phosphates. 
Less significant deposits being exploited include copper, barite, salt 
and some clays and rare earths. Commercial quantities of uranium have 
been discovered in the Hoggar region, and exploitation is expected to 
begin within about two years. Mineral production has remained reasonably 
stable over the past ten years but in some areas production has fallen 
as exploration and development investment has not kept pace with the 
exhaustion of previously developed mines. The national minerals com- 
pany, Sonarem, has begun a development program which should bear fruit 
in the near future, especially in iron ore, lead, zinc, salt, and 





phosphates, as well as uranium. Approximately 60% of Algeria's non- 
hydrocarbon minerals production is consumed locally by the country's 
expanding industries. It has been estimated that exports of these 
minerals contribute $40-$50 million per year in foreign exchange earn- 
ings. 


The next Four-Year Plan is expected to give high priority to housing, 

to improving productivity in existing manufacturing plants, to agri- 
culture, and to the crucial hydrocarbon sector. Total investment is 
expected to remain near the exceptionally high current rate of about 

50% of GDP. This high rate of investment has been made possible by the 
government's determination to promote development and by the dramatic 
improvement in the country's terms of trade since 1973. Algerian exports 
now buy about 60% more in real terms than they did before the oil price 
windfall and the country has been able to increase the investment rate 
substantially (from 40% to 50% of GDP) while still increasing per capita 
consumption. The oil price revolution has created opportunities which, 
if used wisely, give Algeria a chance to develop into a modern industrial 
state, even after hydrocarbon production begins to decline sometime in 
the late 1980's. 


Algeria ran a visible trade deficit (f.0.b. basis) of $973 million in 
1975 and a surplus of $254 million in 1976. Preliminary figures for 
1977 indicate a deficit of about $600 million. Exports, largely crude 
oil and LNG, go mainly to the United States ($3.1 billion in 1977), Ger- 
many ($833 million), France ($764 million) and Italy ($327 million). 


France is still by far the largest supplier to the Algerian market 
($1.8 billion in 1977), followed by Germany ($1.1 billion), Italy 
($715 million), the U.S. ($527 million), Japan ($451 million), and 
Spain ($362 million). 


Algeria typically runs a large deficit in its services account ($673 
million in 1975, $1.5 billion in 1976, and possibly $1.9 billion in 
1977), largely because heavy payments for interest on debt, for trans- 
portation and for contracting and consulting services far outweigh the 
some $250 million remitted by Algerian workers in France. The services 
deficit normally insures an overall current account deficit, although 

a surplus was recorded in 1974 as one temporary consequence of the oil 
price windfall. The current deficit reached perhaps $2.5 billion in 
1977. 


The current account deficit is normally financed by capital imports, 
entirely in the form of loans and credits since foreign direct invest- 
ment is not welcome. Gross borrowings have grown steadily ($1.1 billion 
in 1974, $1.9 billion in 1975, $2.5 billion in 1976), while net inflows 
from borrowing have reached almost $2 billion (1977 estimate) and are 
expected to average $2.4 billion per year in the next few years when 
investment in the gas industry will be particularly heavy. This will 
increase total disbursed debt, which reached $7.6 billion at the end of 
1977, to a level of perhaps $25 billion by the mid-1980's. This will 
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be a heavy burden, but should be manageable if the gas export program 
develops as planned. The debt service ratio, about 18% in 1977, is 
expected to increase to the 22%-25% range in the next few years and to 
fall after about 1984. 


IMPLICATIONS FOR THE UNITED STATES 


The United States was Algeria's main trading partner in 1976 and 1977, 
largely because of U.S. imports of Algerian crude oil. These imports 
amounted to a record 570 thousand barrels per day in 1977 - 8.2% of total 
U.S. imports of crude and 56.2% of Algerian production. The United States 
is also destined to become a major market for Algerian LNG, with long 
term contracts for some 17 billion cubic meters per year (1.8 billion 
standard cubic feet per day) signed by U.S. companies and approved by 

the U.S. authorities and contracts for another 21.5 billion cubic meters 
per year (2.28 billion scfd) waiting U.S. Government action. By con- 
trast, U.S. exporters have less than 10% of the $6 billion Algerian 
market and the U.S. deficit in visible trade is around $2.5 billion. 
Algeria likes to balance its trade bilaterally when possible and U.S. 
exporters find they have an advantage over most competitors if they 

can offer what the market (i.e. the Algerian national companies) wants 

at the right price and on the right terms. 


The main U.S. exports to Algeria have been grains, mechanical handling 
machinery, iron and steel products, construction and mining machinery, 
oil field machinery, motor vehicles, electric power machinery and air- 
craft. U.S. firms have also won large contracts for the construction 
of gas liquefaction plants, gas treatment plants, electronics plants, 
and irrigation projects, and for oil and gas exploration, as well as 
smaller but still significant consulting contracts, particularly in 
oil and gas. These contracts make important contributions to U.S. 
invisible earnings and partly account for the large net deficit in the 
services account in Algeria's balance of payments. 


Algeria's ambitious development plans, its high rate of investment, and 
its prospects for substantially increasing its foreign exchange earnings 
in the immediate future offer excellent opportunities for U.S. exporters, 
contractors and technical consultants, as well as for commercial lenders. 
The hydrocarbon program should be particularly attractive in view of 

the U.S. lead in this field and the huge investments ($33 billion to 

the year 2005, over half of which represents foreign exchange costs) 

that are underway or planned. Other sectors will also offer important 
opportunities, however, as Algeria will continue to invest in manu- 
facturing, albeit at a somewhat reduced pace. U.S. financial institu- 
tions, with some $2.5 billion in disbursed outstanding credits from 

the Export-Import Bank and private banks, can be expected to expand 
their activity as long as Algeria maintains its good payments record 

and demonstrates its ability to carry out its ambitious hydrocarbon 
plan. U.S. firms need not look for direct investment opportunities, 
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however, as foreign investment is not welcome except for minority parti- 
cipation in joint ventures with Algerian national companies. 


U.S. firms should bear in mind that the Algerian economy is essentially 
Socialist and that all foreign trade is transacted by the government or 
the national companies. The use of agents is prohibited by law and 
suppliers are required to sign an affidavit certifying that they used 
no agents. The Algerian market has still other unique features and 
representatives of U.S. firms new to the market should call at the 
Department of State and the Department of Commerce before coming to 
Algeria and at the Embassy in Algiers or the Consulate in Oran after 
they arrive to discuss the pitfalls as well as the opportunities of 
doing business in Algeria. 
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